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PROJECT REFERENCE DOCUMENTS

1.1 Conclusions — Technical Feasibility

The Congtlantza to Trieste Pipdine (CTPL) istechnically feasible. The
pipdine should be rdatively easy to construct because there are no major
natural obstacles. The pipdine route crosses the Danube River twice and
traverses two minor mountainous aress, but the terrain and crossings are well
within the current capability of pipeine congtruction contractors. Likewise,
required pipe sSizes and pumping station Szes are within the corventiona
range of internationa pipeline congtruction projects. Figure 1-1. 1 illudtrates
the CTPL System routing.

The route was selected to avoid populated areas, where possible. To the
extent practica, the route pardlds exigting infrastructure (roads, railroads,
and power lines), providing minimum interference with current land use.
Routing is through countries with stable and growing economies which

should provide long-term security. In the next stage of project development a
more Ste specific routing will be identified for rights-of-way acquistion.

None of the port modifications present unusud technica chdlenges.

There will be an excess of crude oil supplies from the developing Caspian
Region when compared to the pipeline capacity. This crude is superior to
most of the crude ail currently refined in Eastern and Central Europe be-
causeit islighter and has alower sulfur content.

1.2  Conclusions - Financial Feasibility

The CTPL isfinancidly feasible because it can trangport crude oil to a
growing market at a competitive tariff, a the same time providing investors a
reasonable rate of return. It has the added advantage of connecting to the
exising ADRIA pipeline in Southern Hungary, thereby providing accessto
refineries in Northern Hungary, Slovakia, and The Czech Republic. At Tri-
este, Italy the CTPL connects to the TransAlpine Pipeline (TAL), thereby
providing access to refineries in Germany and Austria. CTPL will have a
stable and growing market in Eastern and Centra Europe, with the possibility
of markets beyond Europe.

To be financidly feasible to owners and investors a project must provide
sufficient revenue to pay its operating expenses, service it's debt, and pro-
vide areasonable return to it's owners. To be commercialy viable a pipdine
project must be able to ddiver trangported volumes & atariff that is
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competitive with other sources of supply. This study defines the volumesto
be transported by assessing the potential market, Szing a pipdine system to
trangport the required volumes, and estimating the cost of the pipdine and
termind fecilities. A financia model was developed to andyze the effect of
the variables involved in cdculating a tariff.

Crude ail price at the well head or export point was not considered in the
finendal analys's because the CTPL will compete on the basis of tariff and
improved crude qudity not well head price. Refiners will purchase the highest
uality crude avallable at the best price, then add the transportation tariff to
etermine the ddlivered cogt at therefinery. CTPL's god isto have the lowest
trangportation cost adder. Caspian Area crude is high quality, demonstrated by
the quantity of capital being invested to bring it to market.

In defining the tariff required to meet the above-described requirements the
following vaues were assumed:

70% to 30% debt to equity ratio, interest on the debt of
7 % to 10%, minimum of 18% internd rate of return
(IRR), vaue added tax (VAT) of 6% in Romania,
VAT of 15% in the other countries traversed, income
taxes of 19% in Romania, and income taxes of 35% in
the other countries traversed.

It is common practice on magor projects to negotiate taxes downward. To
account for this the calculations were based on areduced VAT and income
tax on the portion of the CTPL in Romania (approximately 50% of the total

length) and the full rate on the remainder.

It is probable that during project implementation the 15% VAT and 35%
income tax in countries other than Romania can be negotiated downward.

Other factors affecting the tariffs are pipeline throughput volumes, capitd
expenditures, port charges, fixed operating expenses and variable operating
expenses. Reasonable values were selected for these variables and sengtivity
andyses were performed with the financid modd. The most significant
impact isincreased volumes early in the project, reduction of value added

type taxes, and reduction of capita expenditures.

In order to reduce the initia capital cost and reduce the risk of ingdling a
pipeline that has too much capacity, the proposed pipelineis sized for Project
Y ear 12 projected volumes, rather than Project Y ear 22 projected vol-
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umes. A pardld line or additional pump stations can be added to handle
the volumes projected for Project Y ear 22 and beyond. Start up is sched-
uled for Project Year 02.

CONFIDENTIAL DATA
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It is demongtrated in Section 14 of this Volume 1 that there is sufficient crude

oil scheduled for production in the Caspian Region to (1) sustain current
export levels, (2) supply the projected CTPL throughputs, and (3) supply the
projected Baku to Ceyhan pipeline throughputs. The CTPL is complementary
to the Baku to Ceyhan pipeline rather than a compstitor. It is

as0 demondtrated in Section 14 that there is sufficient export capacity

(pi Ipelin&s and terminals) at Supsa and Novorossisk to meet current export
volumes (tankers) plus supply the projected volumes to the CTPL.

1.3 Pipeline Advantages

The proposed CTPL is designed to be a cost efficient system for transporting
crude ail from an exiding oil termind at the Black Sea port of Con+

dantzain Romaniato an exiding oil termind at Trieste, Itdy. The CTPL

will directly supply Caspian Region crude oil to Eastern and Central Euro-
pean refineries at competitive tariffs without the oil having to pass through

the sengtive Bosporus Straits.

Advantages of the proposed 1,375-kilometer (855-mile) pipeline are many,
including its route through politicaly stable countries, illustrated in Figure
1-1.1. The CTPL will provide an important dternate supply to Eastern
European refineries currently being served by only Russian crude supplies.
The lighter crude, with its lower sulfur content, will be atractive to the en
vironmentdly sendtive Eastern and Centrd European refineries. By inter-
connecting to existing European pipdines, the CTPL will provide addi-
tiona stability of crude supply to Central and Western Europe, promoting
competition from additiona crude source options.

Initid economic andyssindicates that the high quality Caspian crude can
be ddlivered to European refineries at competitive tariffs.
1.4  Opportunities For Further Tariff and Cost
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1.5 Project Development
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1.6 Study Organization

This Find Report presents results developed in accomplishing the objec-
tives st forth at the initiation of this Feasibility Study. The Find Report
consigts of four (4) Volumes and is structured as follows:

Volume | - Project Overview and Executive Summary presents asummary of
the following:

Sponsor's objectives,

Project technical characterigtics,

Economics,

Probable financid structure,

Provisond tariff structure,

Legd and regulatory issues,

Markets to be served by the pipeline system,
Environmenta mitigation srategies, and
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Other issues of concern to shippers and potentid investors such as.
- Stahility of governments of countries through which the pipe
lines pass
- Government assurances
- Insurabili _
- Build, own, operate, transfer (BOOT) potential,
- Security of crude oil supply,
- Land ownership/ROW concerns.

Volume H - Economic and Financial Analysis presents the economic mode,
discusses the market issues, discusses the sengitivity anayses performed, the
cash flows, profit and loss statements, balance statements, debt service ratios,
and revenues.

Volume 11 - Preliminary Environmental Assessment presents the results of the
work relating to identification of the environmenta impects, presertation of
mitigating measures required during project implementation, and provides an
outline environmenta action plan to address the concerns of lenders and
regulatory agencies.

Volume IV - Project Execution Plan and Technical Report presentsan
execution plan in the form of adetall schedule of events, with an explana-
tion of the events. In addition to the execution plan, the results of the cal-
culations done to Sze the facilities are included, along with process flow
diagrams, route maps, and location plans.

Each Volume contains its own VVolume Summary.



